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MANILA FOR USADB 

DEPT FOR NAC AGENCIES 

E.O. 11652: N/A 
TAGS: EAID, EFIN, PK 

SUBJECT: PROPOSED ADB LOAN FOR NATIONAL FINANCE CORPORATION 
PROJECT TO PAKISTAN 

REF: MANILA 12400 

1 . WE CONCUR WITH USADB FOR US RECOMMENDATION OF SUPPORT 
FOR PROPOSED LOAN. WE UNDERSTAND USADB PREFERENCE FOR 
PRIVATE SECTOR LENDING AND AGREE THAT DEVELOPMENTS IN 
PAKISTAN IN RECENT YEARS HAVE SHARPLY REDUCED THE 
OPPORTUNITIES FOR PRIVATE SECTOR LENDING. WHILE THIS IS 
NOT IN ITSELF REASON TO DECREASE ADB'S ROLE IN PAKISTAN, 

IT DOES INCREASE THE RESPONSIBILITY OF THE NDFC AND IN 
TURN ADB TO ASSURE THAT PUBLIC SECTOR INDUSTRIAL PROJECTS 
FOR WHICH FINANCING IS SOUGHT ARE ECONOMICALLY AND 
FINANCIALLY RATIONAL. EACH PROPOSAL SHOULD BE SUPPORTED 
BY A THOROUGH ANALYSIS OF FEASIBILITY. WHILE UNUSUAL 
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CASES INVOLVING SUBSTANTIAL EXTERNALITIES OR 
CONTRIBUTION TO SOCIAL OVERHEAD CAPITAL MLDIYAD TO 
SOME EXCEPTIONS, GENERALLY PROJECTS SHOULD PROMISE 
A HIGH RATE OF RETURN - PERHAPS 15 PERCENT AT A 
MINIMUM. 

2. THE GOP MAY BE TEMPTED TO FAVOR FAST DISBURSING 
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PROJECTS RATHER THAN THOSE WITH THE GREATEST INTERNAL 
RETURN OR CONTRIBUTION TO DEVELOPMENT IN VIEW OF ITS 
CRITICAL BALANCE OF PAYMENTS SITUATION. THERE IS A 
FURTHER DANGER OF MISALLOCATION OF RESOURCES BECAUSE 
THE LENDING RATE NDFC PLANS TO USE (LIKE OTHER 
LENDING RATES IN PAKISTAN) IS ARBITRARY AND BELOW 
EQUILIBRIUM - AND EVEN BELOW THE RATE OF INFLATION. 

IN THIS REGARD, THE U.S. DIRECTOR MAY WISH TO NOTE 
WITH APPROVAL THAT DEPOSIT RATES PAID BY NDFC, WHILE 
STILL TOO LOW TO ATTRACT SIGNIFICANT AMOUNTS OF 
SAVINGS, ARE MORE REALISTIC THAN THOSE SET FOR 
PAKISTAN’S COMMERCIAL BANKING INSTITUTIONS. 

HUMMEL 
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